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INDEPENDENT AUDITORS REPORT

December 6, 2005

The Board of Directors

Sanilac County Community
Mental Health Authority

Sandusky, Michigan

We have audited the accompanying financial statements of the governmental activities, the major fund
and the aggregate remaining fund information of the Sanilac County Community Mental Health
Authority (the “Authority”) as of and for the year ended September 30, 2005, which collectively
comprise the Authority’ s basic financial statements, aslisted in the table of contents. These financial
statements are the responsibility of the Authority’s management. Our responsibility is to express
opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States
of America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards requirethat we plan
and perform the audit to obtain reasonabl e assurance about whether the financial statements arefree of
material misstatement. An audit includes examining, on atest basis, evidence supporting the amounts
and disclosuresin the financial statements. An audit aso includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audit provides areasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the governmental activities, the mgjor fund and the aggregate remaining fund
information of the Authority as of September 30, 2005, and the respective changesin financial position
and cash flows, where applicabl e, thereof and the budgetary comparison of the general fund for theyear
then ended in conformity with accounting principles generally accepted in the United States of
America

In accordance with Government Auditing Standards, we have also issued our report dated December 6,
2005, on our consideration of the Authority’ sinternal control over financial reporting and our tests of
its compliance with certain provisions of laws, regulations, contracts and grant agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal control over
financial reporting and compliance and the results of that testing, and not to provide on opinion on the
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internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards and should be considered in assessing
the results of our audit.

The Authority has not presented Management’ s Discussion and Analysis as required supplementary

information. The GASB has determined that such information is necessary to supplement, although not
required to be part of, the basic financial statements.

Kol feleo:
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GOVERNMENT - WIDE FINANCIAL STATEMENTS



SANILAC COUNTY COMMUNITY MENTAL HEALTH AUTHORITY
STATEMENT OF NET ASSETSAND
GOVERMENTAL FUND BALANCE SHEET
SEPTEMBER 30, 2005

GENERAL STATEMENT OF
FUND ADJUSTMENTS NET ASSETS
ASSETS
Cash and cash equivalents $ 2,990,983 $ 124,293 $ 3,115,276
Restricted assets - cash and cash equivalents 362,539 - 362,539
Accounts receivable 216,287 - 216,287
Due from state 21,279 - 21,279
Due from other governmental units 62,525 - 62,525
Inventory 191,089 - 191,089
Prepai d expenditures/expenses 210,792 - 210,792
Net pension asset - 142,903 142,903
Depreciable capital assets, net - 1,960,688 1,960,688
TOTAL ASSETS $ 4,055,494 2,227,884 6,283,378
LIABILITIESAND FUND BALANCE

LIABILITIES
Accounts payable $ 903,266 $ - $ 903,266
Dueto state 24,099 - 24,099
Dueto other governmental units 790,257 - 790,257
Accrued payroll and benefits 287,036 - 287,036
Deferred/unearned revenue 60,930 - 60,930
Long-term liabilities

Due within one year - 228,193 228,193

Due in more than one year - 25,355 25,355
TOTAL LIABILITIES 2,065,588 253,548 2,319,136
FUND BALANCE
Reserved for inventory 191,089 (191,089) -
Reserved for prepaid expenditures 210,792 (210,792) -
Reserved for postemployment health benefits 362,539 (362,539) -
Unreserved:

Designated for compensated absences 253,548 (253,548) -

Unreserved and undesignated 971,938 (971,938) -
TOTAL FUND BALANCE 1,989,906 (1,989,906) -
TOTAL LIABILITIESAND FUND BALANCE $ 4,055,494
NET ASSETS
Invested in capital assets 1,960,688 1,960,688
Restricted:

Future contract loses 124,293 124,293

Postemployment health benefits 362,539 362,539
Unrestricted 1,516,722 1,516,722
TOTAL NET ASSETS $ 3,964,242 $ 3,964,242

The accompanying notes are an integral part of these financial statements.

-3-



SANILAC COUNTY COMMUNITY MENTAL HEALTH AUTHORITY
RECONCILIATION OF FUND BALANCE ON THE BALANCE SHEET
FOR THE GOVERNMENTAL FUND TO NET ASSETS OF
GOVERNMENTAL ACTIVITIESON THE STATEMENT OF NET ASSETS
SEPTEMBER 30, 2005

Fund balance - general fund $ 1,989,906
Amounts reported for governmental activities in the statement of net assets
are different because:
Capital assets used in governmental activities are not financial resources
and therefore are not reported in the funds.
Add - capital assets 3,068,209
Deduct - accumulated depreciation (1,107,521)
Certain other assets are not available to pay for current period
expenditures and, therefore, are not reported in the funds
Add - net pension asset 142,903
Long-term liabilities are not due and payable in the current period and
therefore are not reported in the funds
Deduct - accrued sick and vacation activity (253,548)
Net assets of the Internal Service Fund 124,293
Net assets of governmental activities $ 3,964,242

The accompanying notes are an integral part of these financial statements.



SANILAC COUNTY COMMUNITY MENTAL HEALTH AUTHORITY
STATEMENT OF ACTIVITIESAND
GOVERNMENTAL FUND REVENUES, EXPENDITURES AND
CHANGESIN FUND BALANCE
FOR THE YEAR ENDED SEPTEMBER 30, 2005

REVENUE
State alocation
P.A. 423 funds
Charges for services - Medicaid
Chargesfor services - sales
Charges for services - other
Contributions from County
Other grants
Interest
Rent
Other revenue

TOTAL REVENUE

EXPENDITURES / EXPENSES
Mental illness - children's programs
Mental illness - adult programs
Developmental disabilities programs
Administrative
Other populations
Unalloacted Depreciation

TOTAL EXPENDITURES/ EXPENSES

REVENUE OVER (UNDER) EXPENDITURES/
CHANGE IN NET ASSETS

FUND BALANCE/NET ASSETS

BEGINNING OF YEAR

END OF YEAR

The accompanying notes are an integral part of these financial statements.

GENERAL STATEMENT OF
FUND ADJUSTMENTS ACTIVITIES
1,377,338 $ - % 1,377,338
100,499 - 100,499
13,776,220 - 13,776,220
820,843 - 820,843
388,540 - 388,540
247,600 - 247,600
32,282 - 32,282
99,390 2,828 102,218
226,220 - 226,220
94,914 - 94,914
17,163,846 2,828 17,166,674
709,205 - 709,205
3,177,226 - 3,177,226
11,053,497 - 11,053,497
3,021,584 (1,587,905) 1,433,679
82,767 - 82,767
- 232,813 232,813
18,044,279 (1,355,092) 16,689,187
(880,433) 1,357,920 477,487
2,870,339 616,415 3,486,754
1989906 $ 1974335 $ 3,964,241




SANILAC COUNTY COMMUNITY MENTAL HEALTH AUTHORITY
RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES
AND CHANGESIN FUND BALANCE OF
THE GOVERNMENTAL FUND TO THE STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED SEPTEMBER 30, 2005

Net change in fund balances - total governmental fund
Amounts reported for governmental activitiesin the statement of activities are different because:

Governmental funds report capital outlays as expenditures. However, in the statement of activities, the cost of
those assets is alocated over their estimated useful lives and reported as depreciation expense.

Add: capital outlay
Subtract: depreciation expense

The reduction of the Authority's long-term liability for the net pension obligation did not provide current financial
resources, and was consequently not reported in the funds.
Subtract: reduction of net pension asset

Some expenses reported in the statement of activities do not require the use of current financial resources and
therefore are not reported as expenditures in governmental funds.

Subtract: increase in the accrual of compensated absences

The net revenue (expense) of the internal service fund is reported with governmental activity
Add: interest revenue from the internal service fund

Change in net assets of governmental activities

The accompanying notes are an integral part of these financial statements.

$ (880,433)

1,616,459

(232,813)

(2,964)

(25,590)

2,828
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SANILAC COUNTY COMMUNITY MENTAL HEALTH AUTHORITY

STATEMENT OF REVENUE, EXPENDITURES AND CHANGESIN FUND BALANCE -

FOR THE YEAR ENDED SEPTEMBER 30, 2005

REVENUE
State allocation
P.A. 423 funds
Charges for services - Medicaid
Charges for services - sales
Charges for services - other
Contributions from county
Other grants
Interest
Rent
Other revenue

TOTAL REVENUE
EXPENDITURES
Mental illness - children's programs
Mental illness - adult programs
Developmental disabilities programs
Administrative
Other populations
TOTAL EXPENDITURES
NET CHANGE IN FUND BALANCES
FUND BALANCE, BEGINNING OF THE YEAR

FUND BALANCE, END OF YEAR

BUDGET AND ACTUAL

GENERAL FUND

ACTUAL

BUDGETED AMOUNTS OVER (UNDER)
ORIGINAL FINAL ACTUAL FINAL BUDGET
$ 1654222 $ 1464338 $ 1377338 $ (87,000)
144,530 100,499 100,499 -
14,410,145 14,566,477 13,776,220 (790,257)
845,000 820,843 820,843 -
350,840 403,336 388,540 (14,796)
250,100 247,600 247,600 -
16,585 22,111 32,282 10,171
55,000 99,390 99,390 -
134,880 226,220 226,220 -
90,000 88,319 94,914 6,505
17,951,302 18,039,133 17,163,846 (875,287)
776,652 709,205 709,205 -
3,350,414 3,177,226 3,177,226 -
11,340,785 11,053,497 11,053,497 -
3,295,676 3,021,584 3,021,584 -
23,775 82,767 82,767 -
18,796,302 18,044,279 18,044,279 -
(845,000) (5,146) (880,433) (875,287)
2,870,339 2,870,339 2,870,339 -
$ 2025339 $ 2865193 $ 1989906 $ (875,287)

The accompanying notes are an integral part of these financial statements.



SANILAC COUNTY COMMUNITY MENTAL HEALTH AUTHORITY
STATEMENT OF NET ASSETS
PROPRIETARY FUND
SEPTEMBER 30, 2005

INTERNAL
SERVICE FUND

ASSETS
Cash and cash equivalents $ 124,293
NET ASSETS
Restricted for future contract losses $ 124,293

The accompanying notes are an integral part of these financia statements.



SANILAC COUNTY COMMUNITY MENTAL HEALTH AUTHORITY
STATEMENT OF REVENUE, EXPENSES AND CHANGESIN FUND NET ASSETS
PROPRIETARY FUND
FOR THE YEAR ENDED SEPTEMBER 30, 2005

INTERNAL
SERVICE FUND

OPERATING EXPENSES
Services and charges $ -

OPERATING INCOME -

NON-OPERATING REVENUE

Interest earned on investments 2,828
CHANGE IN NET ASSETS 2,828
NET ASSETS, BEGINNING OF YEAR 121,465
NET ASSETS, END OF YEAR $ 124,293

The accompanying notes are an integral part of these financial statements.
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SANILAC COUNTY COMMUNITY MENTAL HEALTH AUTHORITY
PROPRIETARY FUND
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED SEPTEMBER 30, 2005

INTERNAL
SERVICE FUND

CASH FLOWS FROM OPERATING ACTIVITIES
Cash received from interfund services $ -
Cash payments to suppliers for goods and services -

NET CASH USED IN OPERATING ACTIVITIES -

CASH FLOWS FROM INVESTING ACTIVITIES

Interest received 2,828
NET INCREASE IN CASH AND CASH EQUIVALENTS 2,828
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR 121,465
CASH AND CASH EQUIVALIENTS, END OF YEAR $ 124,293

RECONCILIATION OF OPERATING INCOME TO NET CASH USED
IN OPERATING ACTIVITIES:

CASH FLOWS FROM OPERATING ACTIVITES
Operating income $ -

Adjustments to reconcile operating income to
net cash used in operating activities:
Change in due from other funds -

NET CASH USED IN OPERATING ACTIVITIES $ -

The accompanying notes are an integral part of these financial statements.
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SANILAC COUNTY COMMUNITY MENTAL HEALTH AUTHORITY

NOTESTO FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of the Sanilac County Community Mental Health Authority (the
“Authority”), a Community Mental Health Authority established under Section 205 of the
Michigan Mental Health Code, have been prepared in conformity with generally accepted
accounting principles (GAAP) as applied to governmental units. The Government Accounting
Standards Board (GA SB) isthe accepted standards-setting body for establishing governmental
accounting and financial reporting principles. The more significant of the accounting policies of
the Authority are described below.

A.

Reporting Entity

Asindicated above, the Authority isa Community Mental Health Authority, serving the
mental health needs of Sanilac County residents. Its Board of Directorsis appointed by
the County Commissioners of Sanilac County. The Authority isnot acomponent unit of
Sanilac County and has no entitiesincluded initsfinancial statementsascomponent units.

Government —Wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net assets and the
statement of activities) report information on al of the nonfiduciary activities of the
primary government. For the most part, the effect of the interfund activity has been
removed from these statements. Governmental activities, which normally are used to
account for the receipt and disbursement of monies for general operations, are reported
separately from business-type activities, which rely to a significant extent on fees and
charges for support. The Authority has no business-type activities.

Separate financial statementsare provided for governmental fundsand proprietary funds.

The general fund isthe Authority’ s only major fund and is reported as a separate column
in the financial statements.
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SANILAC COUNTY COMMUNITY MENTAL HEALTH AUTHORITY

NOTESTO FINANCIAL STATEMENTS

C. Measurement Focus, Basis of Accounting, and Financial Statement Presentation

The government-wide financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting, as are the proprietary fund
financial statements. Revenues are recorded when earned and expenses are recorded when
aliability isincurred, regardliess of the timing of related cash flows. Grantsand similar
items are recognized as revenue as soon as all eligibility requirements imposed by the
provider have been met.

Governmental fund financial statementsare reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are
recogni zed as soon asthey are both measurable and available. Revenues are considered to
beavailable when they are collectible within the current period or soon enough thereafter
to pay liabilities of the current period. For this purpose, the government considers
revenuesto be availableif they are collected within 60 days of the end of the current fiscal
period or within one year for reimbursement-based grants. Expenditures generally are
recorded when aliability isincurred, as under accrual accounting.

Intergovernmental revenues, chargesfor servicesand interest associated with the current
fiscal period areall considered to be susceptibleto accrual and so have been recognized as
revenues of the current fiscal period. All other revenue items are considered to be
measurable and available only when cash is received by the government.

The Authority reports the following major governmental fund:

Thegeneral fund isthe Authority’ s primary operating fund. It accountsfor all financial
resources of the entity, except those required to be accounted for in another fund.

Additionally, the Authority reports the following fund type:

The internal service fund is used to secure funds as part of an overal strategy for
covering risk exposure under the Michigan Department of Community Health M anaged
Specialty Supports and Services Contract.

Private-sector standards of accounting and financial reporting issued prior to December 1,
1989, generally are followed in both the government-wide and proprietary fund financial
statementsto the extent that those standards do not conflict with or contradict guidance of
the Governmental Accounting Standards Board.
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SANILAC COUNTY COMMUNITY MENTAL HEALTH AUTHORITY

NOTESTO FINANCIAL STATEMENTS

Proprietary funds distinguish operating revenues and expenses from nonoperating items.
Operating revenues and expenses generally result from providing servicesin connection
with aproprietary fund’ s principal ongoing operations. The principal operating revenues
of the government’s internal service fund are charges to the general fund for services.
Operating expenses for the interna service fund include the cost of services and
administrative expenses. All revenues and expenses not meeting this definition are
reported as nonoperating revenues and expenses.

D. Assets, Liabilitiesand Net Assets or Equity
1. Depositsand Investments

The Authority’ s cash and cash equivalents consist of depositsin checking accounts, other
demand accounts and amounts deposited in a pooled liquid asset account.

Statutory Authority
Michigan law authorizes the Authority to deposit and invest in:

a.  Bonds, securities, other obligations and repurchase agreements of the United States,
or an agency or instrumentality of the United States.

b. Certificatesof deposit, savings accounts, deposit accountsor depository receiptsof a
qualified institution.

c. Commercia paper rated at the time of purchase within the 2 highest classifications
established by not lessthan 2 standard rating services and that matures not more than
270 days after the date of purchase.

d. Bankersacceptances of United States banks.

e.  Obligations of the State of Michigan and its political subdivisionsthat, at thetime of
purchase are rated as investment grade by at |east one standard rating service.

f. Mutual funds registered under the investments company act of 1940 with the
authority to purchase only investment vehiclesthat arelegal for direct investment by
apublic corporation.

g. Externa investment pools as authorized by Public Act 20 as amended through
12/31/97.
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SANILAC COUNTY COMMUNITY MENTAL HEALTH AUTHORITY

NOTESTO FINANCIAL STATEMENTS

2. Restricted Assets

In the General Fund, certain funds have been restricted as to their use for the post
employment benefits of key personnel.

3. Accounts Receivable

Client accounts receivable and revenue are recorded when client services are performed.
A substantial portion of the Authority'srevenuefrom servicesto clientsisreceived under
contractual arrangementswith Medicaid, Medicare and Michigan Blue Cross/Blue Shield
programs, whereby the Authority is paid based on alowable costs incurred. The
preliminary settlement of amounts dueto the Authority is subject to redetermination upon
audit by the applicable agency.

4. Interfund Receivables/Payables

During the course of operations, transactions occur between fundsfor goods and services
rendered. Thesereceivablesand payablesare classified as*duefrom other funds’ or “due
to other funds” on the balance sheet.

5. Inventory

The Authority values inventory at cost using the “first-in, first-out” (FIFO) method of
accounting. The inventory consists of supplies and materials used in certain activities
related to the devel opmental disabilities programs. The costs of expendable suppliesused
in other programs are recorded as expenditures when purchased.

6. Prepayments

Payments made to vendors for services that will benefit periods beyond September 30,
2005, arerecorded as“ prepaid expenses/expenditures’ in the accompanying bal ance sheet
and statement of net assets.

7. Capital Assets

Capital assets, which include property, plant and equipment are reported in the
governmental activities columnsin the government —wide financia statements. Capital
assets are defined by the Authority as assetswith an initial, individual cost of more than
$5,000 and an estimated useful life in excess of two years. Such assets are recorded at
historical cost or estimated historical cost if purchased or constructed. Donated capital
assets are recorded at estimated fair value at the date of donation.
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SANILAC COUNTY COMMUNITY MENTAL HEALTH AUTHORITY

NOTESTO FINANCIAL STATEMENTS

The costs of normal maintenance and repairs that do not add to the value of the asset or
materially extend the assets lives are not capitalized.

Magjor outlays for capital assets and improvements are capitalized as projects are
constructed. Capital assets of the Authority are depreciated using the straight line method
over the following estimated useful lives:

Assets Years
Building and improvements 20-50
Equipment 4-10
Machinery 5-12
Vehicles 4-10

Compensated Absences

Employeesearn paid time off at arate based upon their seniority and the number of hours
worked. Employees can accumulate up to 130 days. Employeeswill be paid 50% of any
unused paid time off in excess of 60 days upon retirement or termination.

Deferred/Unear ned Revenue

Deferred/unearned revenue represents that portion of the current year Michigan
Department of Community Health (MDCH) contract amount and unused grant funding
that may be expended in the subsequent fiscal year. Such carryover of the MDCH
contracted allocation is generally limited to five percent of the MDCH contract amount.
Total deferred/unearned revenue of $60,930 represents the carryover of the MDCH
contracted allocation.

1. STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

A.

Budgets and Budgetary Accounting

An annual budget is adopted in accordance with Michigan Law for the Authority’s
General Fund. The budget is adopted on a basis consistent with GAAP and with the
requirements of the Michigan Department of Community Health. Budget amounts are
presented as amended by the Board of Directors. Amounts over budget at the legal level
of control are presented on the Statement of Revenue, Expenditures and Changesin Fund
Balance — Budget and Actual — General Fund.
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SANILAC COUNTY COMMUNITY MENTAL HEALTH AUTHORITY

NOTESTO FINANCIAL STATEMENTS

DETAILED NOTESON ALL FUNDS

A. Deposit risk

Custodial Credit Risk — Deposits. Custodial credit risk is the risk that in the event of a bank
failure, the Authority’s deposits may not be returned. State law does not require and the
Authority does not have apolicy for deposit custodial credit risk. Asof year end $3,883,341 of
the Authority’ sbank balance of $4,083,341 was exposed to custodial credit risk becauseit was
uninsured and uncollateralized.

B. Capital Assets

Capital asset activity for the year ended September 30, 2005 was as follows:

Beginning Ending
Balance  Additions Disposals Balance
Capital assets not being
depreciated:
Land $ -$ 6990 $ - $ 69,900
Capital assets being
depreciated:
Buildings and
improvements 163,695 1,292,331 - 1,456,026
Equipment 458,643 108,619 (6,089) 561,173
Machinery 95,683 - - 95,683
Vehicles 739,817 145,610 - 885,427
Total capital assets
being depreciated 1,457,838 1,546,560 (6,089) 2,998,309
L ess accumul ated depreciation
Buildings and
Improvements (15,930) (27,893) - (43,823)
Equipment (284,303) (74,141) 6,089 (352,355)
Machinery (69,404) (9,512) - (78,916)
Vehicles (511,160) (121,267) - (632,427)
Total accumulated
depreciation (880,797) (232,813) 6,089 (1,107,521)
Total capital assets being
depreciated, net $ 557,041 $1383647 $ - $1,960,688
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SANILAC COUNTY COMMUNITY MENTAL HEALTH AUTHORITY

NOTESTO FINANCIAL STATEMENTS

C. DueTo State

For the year ended September 30, 2005, the operations of the Authority were conducted
under the terms and conditions of its contract with the Michigan Department of
Community Health (MDCH). The amount due to the State represents the bal ance owed
tothe MDCH for excess M edicaid and State funded managed care proceeds that were not
expended in the current year.

D. Long-Term Debt

Long-term obligations for the year ended September 30, 2005, were as follows:

Balance Balance Due
October 1, September 30, Within
2004 Additions (Reductions) 2005 OneYear
Accrued compensated
absences $ 227,958 $ 253548 $ (227,958) $ 253,548 $ 228,193

IV. OTHERINFORMATION
A. Risk Management

The Authority is exposed to various risks of loss related to torts; theft of, damage to,
and destruction of assets; errors and omissions; and injuries to employees. During the
year ended September 30, 2005, the Authority carried commercial insurance to cover
all risks of losses. The Authority pays premiums to Sanilac County for workers
compensation coverage. Sanilac County purchasesworkers compensation coveragefor
al County and Authority employees through the Michigan Association of Counties.
The Authority had no settled claims resulting from these risks that exceeded their
commercial coverage in any of the past three fiscal years.

B. Risk Management Internal Service Fund

The Sanilac County Community Mental Health Authority established an interna
service fund during the year ended September 30, 1999 in accordance with the
provisions of its Managed Specialty Supportsand Services Contract with the Michigan
Department of Community Health (MDCH). Under the terms of this contract, an
internal service fund can be established if future medical expenditures are anticipated
to exceed 105% of the funding to be provided under a managed care program. The
fund can only be used to finance future expenditures not covered under the managed
care program.
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SANILAC COUNTY COMMUNITY MENTAL HEALTH AUTHORITY

NOTESTO FINANCIAL STATEMENTS

During the fiscal year 2003, the Authority became a part of the St. Clair Prepaid

Inpatient Health Plan (PIHP) where the management responsibility for Medicaid

Speciaty Mental Health Supportsand Servicestransfer from the Authority to the PIHP.
C. Defined Benefit Pension Plan

Plan Description

The Authority contributesto the Sanilac County Employee Retirement Plan and Trust,
an agent multiple-employer defined benefit public employee retirement system (PERS)
that acts asacommon investment and administrative agent for both Sanilac County and
the Sanilac County Community Mental Health Authority. The PERSisconsidered part
of Sanilac County’ sfinancial reporting entity and isincluded in the County’ s primary
government financial statements asapension trust fund. The plan is administered by
the Sanilac County Retirement Board. A copy of that report may be obtained by
writing to the Sanilac County Board of Commissioners Office, 60 West Sanilac,
Sandusky, M| 48471 or by calling (810) 648-2933.

Funding Policy

The Authority is required to contribute at an actuarially determined rate; the current
rate is 11.40% of annual covered payroll. Employees are currently not required to
contribute to the Plan. The contribution requirements and benefit provisionsof the plan
members and the Authority are established and may be amended by the Sanilac County
Retirement Board.
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Annual Pension Cost and Net Pension Obligation

The Authority’s annual pension cost and net pension obligation to the plan for the
current year were as follows:

Annual required contribution $ 419,129
Less. Interest on net pension asset (10,940)
Plus. Adjustment to annual required contribution 20,603
Annual pension cost 428,792
Contributions made 425,828
Decrease in net pension asset 2,964
Net pension (asset), beginning of year (145,867)
Net pension (asset), end of year $ (142,903)

For the year ended September 30, 2005, the Authority’s annual pension cost of
$428,792 was more than the Authority’ s required contribution of $419,129, and of the
actual contribution of $425,828. The required contribution was determined as part of
the December 31, 2003 actuarial valuation using theindividual entry age actuarial cost
method.

Theactuarial assumptionsincluded (a) arate of return of theinvestment of present and
future assets of 7.25% per year compounded annually, (b) projected base salary
increases of 4.25% per year compounded annually, attributable to inflation and
additional projected salary increases of 0% to 3.7% per year, depending on age,
attributable to seniority / merit, and (c) the assumption that benefits will not increase
after retirement. The actuarial value of the assets was determined on the basis of a
valuation method that assumes the fund earns the expected rate of return and includes
an adjustment to reflect fair value. The Authority’ sunfunded actuarial accrued liability
is being amortized as a level percentage of projected payroll on a closed basis. The
remaining amortization period at December 31, 2004, the date of the latest actuarial
valuation, was 19 years.

Three-Year Trend Information

Net
Fiscal Annual Percentage Pension
Y ear Pension of APC Obligation
Ending Cost (APC Contributed (Asset)
2003 $ 326,257 97% $ (103,012)
2004 365,758 112% (145,867)
2005 428,792 102% (142,903)
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Schedule of Funding Progress

Actuarial Actuarial UAAL asa
Valuation Actuarial Accrued Unfunded % of
Date Valueof  Liability (AAL) AAL Funded Covered Covered
December 30 Assets Entry Age (UAAL) Ratio Payroll Payroll
2002 $5,831,011 $ 5,688,584 $ (142,427) 102.5% $ 3,306,274 -4.3%
2003 6,347,131 6,589,629 242,498 96.3% 3,501,499 6.9%
2004 7,241,734 7,793,630 551,896 92.9% 4,187,709 13.2%
D. Commitments And Contingencies

In the normal course of operations, the Authority becomes a party to various claims and
lawsuits. In the opinion of the legal council and Authority management, the ultimate
resolution of such matters will not have a material effect on the financial position of the
Authority.

Subsequent Events

In November 2005, the Authority entered into a purchase agreement for the purchase of a
building with a cost of $267,593.

* k% * % %
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INDEPENDENT AUDITORS REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERSBASED ON
AN AUDIT OF FINANCIAL STATEMENTSPERFORMED IN ACCORDANCE

WITH GOVERNMENT AUDITING STANDARDS

December 6, 2005

The Board of Directors

Sanilac County Community
Mental Health Authority

Sandusky, Michigan

We have audited the financial statements of the governmental activities, the major fund and the
aggregate remaining fund information of the Sanilac County Community Mental Health Authority, as
of and for the year ended September 30, 2005, and have issued our report thereon dated December 6,
2005. We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States.

I nternal Control Over Financial Reporting

In planning and performing our audit, we considered the Sanilac County Community Mental Health
Authority’s internal control over financial reporting in order to determine our auditing procedures for
the purpose of expressing our opinionson thefinancial statementsand not to provide an opinion onthe
internal control over financial reporting. Our consideration of the internal control over financial
reporting would not necessarily disclose al mattersin theinternal control over financial reporting that
might be material weaknesses. A material weakness is a reportable condition in which the design or
operation of one or more of theinternal control components doesnot reduceto arelatively low level the
risk that misstatements caused by error or fraud in amounts that would be material in relation to the
financial statements being audited may occur and not be detected within atimely period by employees
inthe normal course of performing their assigned functions. We noted no mattersinvolving theinternal
control over financia reporting and its operation that we considered to be material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Sanilac County Community Mental
Health Authority basic financial statementsarefree of material misstatement, we performed tests of its
compliancewith certain provisions of laws, regulations, contracts and grant agreements, noncompliance
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with which could have adirect and material effect on the determination of financial statement amounts.

However, providing an opinion on compliance with those provisionswas not an objective of our audit
and, accordingly, we do not express such an opinion. Theresults of our tests disclosed no instances of
noncompliance or other mattersthat are required to be reported under Government Auditing Standards.

Thisreport isintended solely for the information and use of management, the Finance Committee and
the Sanilac County Community Mental Health Authority Board of Directors and is not intended to be
and should not be used by anyone other than these specified parties.

Relssnfrleo:
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